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Equity valuation is an important theoretical issue nowadays when there is asset 
bubble. It also becomes the focus that stakeholders of capital markets concern about. 
Based on the Ohlson Residual Income Model, this paper takes analysts’ earnings 
forecasts, bankruptcy cost and agency cost as non-accounting information 
value-relevant variables, revises the residual income model that was proposed by 
Ohlson and tests its explanatory ability to stock prices of Chinese listed companies. 
Moreover, the empirical results show that the residual income model has better 
explanatory ability to stock prices in the aspects of accuracy and explainability 
compared with relative index regression. 
This paper first analyzes the advantages and disadvantages of cost method, 
market approach, income approach and real options valuation model which were 
popular in recent years, and indicates the advantages applicability of the residual 
income model. Then this paper reviews the domestic and foreign studies on residual 
income model. It is found that Chinese scholars still focused on the oretical research 
such as applicability or conditions of the model. Only a few scholars held empirical 
studies on dynamic linear information and value-relevant information variables of the 
model. However, their empirical studies focused on specific industries. On the basis 
of the literature review of the Ohlson residual income model, this research utilizes the 
panel data of all the sample of Chinese listed companies to test the dynamic linear 
information and the modern residual income model which has taken non-accounting 
information value-relevant variables for consideration. 
This empirical study shows that residual income is relevant with its own lagged 
terms, which indicates that China's accounting policy is generally consistent with the 
Ohlson’ stability assumption. The residual income model deduced by dynamic linear 
information assumption with analyst forecast and bankruptcy cost is verified. Similar 
to the foreign research conclusions, analysts’ earnings forecasts and bankruptcy cost 
have significant impact on Chinese stock prices. Meanwhile, this paper compares the 














The result shows that the explain ability of modern residual income model surpasses 
that of relative index regression. Compared to the modern residual income model, the 
explain ability of PE would be easily affected by extreme values, while the free cash 
flow discounted model would be easily influenced by subjective factors. 
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